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New Oil Agreements in the Middle East 


THE great oil fields of the Middle East are in four countries— 
Iran, Iraq, Kuwait, and Saudi Arabia. The shaikhdoms of Bahrain 
and Qatar have less productive fields. These oil fields were dis- 
covered, and the majority of them are operated, by ‘Western’ oil 
companies—companies in which the capital is American, British, 
Dutch, or French. One of the most important features of nearly 
all the agreements made with the local Governments is that the 
profits of the operation are shared equally between the Govern- 
ment and the operator. This profit-sharing principle has become 
known, even in Arabic and Persian, as ‘fifty/fifty’. 

The total land surface of Iraq, Kuwait, the Saudi Arabia—-Ku- 
wait Neutral Zone, Bahrain, and Qatar, as well as all eastern and 
southern Saudi Arabia and a 100,000-square-mile block of south- 
western Iran, is covered by agreements between Governments and 
companies in which, except for the Neutral Zone agreements, the 
fifty/fifty principle is specifically set forth. Most of these agree- 
ments are concession contracts by which the concessionaires be- 
come the owners of any oil found. After the Anglo-Iranian Oil 
Company was expropriated in 1951, however, several years of ne- 
gotiations brought forth an international Consortium of com- 
panies to carry on operations in the area under an arrangement 
that would preserve the principle that Iranian oil is State property. 
The companies participating in the Consortium are not the owners 
of the oil or of the installations in the country but operate there 
through an agreement with the National Iranian Oil Company 
(N.I.0.C.), a Government agency, and buy the oil as it is pro- 
duced. 

In recent years, mostly since the development of deep-water 
drilling techniques has made production from such areas commer- 
cially possible, concession agreements have been made for seabed 
or offshore areas in the Persian Gulf. The Arabian American Oil 
Company has discovered two offshore fields in Saudi-Arabian 
waters of the Persian Gulf. In 1952-3, British Petroleum and the 
Compagnie Francaise des Pétroles were granted offshore areas 
along the Trucial Coast, while Shell is exploring an area off Qatar. 
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This leaves some highly desirable underwater territory in the Per- 
sian Gulf open for negotiation, notably the areas offshore from 
Iran, Kuwait, and the Saudi Arabia-Kuwait Neutral Zone, and it 
is upon these offshore areas that so much attention is now concen- 
trated. They lie tantalizingly near productive fields and may, on 
general grounds, be regarded as good risks for exploration. Much 
of the land surface of Iran outside the Consortium area is also 
attracting attention. The possibilities of the central Iranian plateau 
were dramatically illustrated in 1956 when a well being drilled by 
N.1.0.C. at Qum gushed uncontrollably for weeks, in a fashion 
which left little doubt that it must have tapped a very worth-while 
area. The blank spaces on the concession maps continue to be 
filled by companies which are attracted by such areas. These are 
not only the big companies who already have large holdings in the 
Middle East, but also ‘have-nots’—certain American companies, 
for example, who hitherto have had no share in the rich reserves 
of the Middle East, and companies in Italy and Japan, countries 
which are considerable consumers but inconsiderable producers 
of oil. 

In disposing of the oil rights in these areas the Governments 
will certainly want the best financial terms they can get. They know 
already that some of the world’s greatest oil companies will pay 
big bonuses—down payments on signature—and annual surface 
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rentals for rights in these promising areas, and that others will 
promise to pay more than 50 per cent of the profits to the Govern- 
ment concerned. 

The Governments will also be anxious to ensure that their own 
people are associated as closely as possible with the work of the 
companies working the new areas. In the past, the oil companies 
of the Middle East have been almost entirely foreign-owned and 
foreign-run, and till lately all their technical, administrative, and 
managerial staffs were composed of foreigners. Now, thanks to 
company-financed education and technical training, there are 
many Arabs and Iranians working at all levels except that of top 
management, and local contractors and businesses of every kind 
work with the oil companies in all aspects of their operations. This 
trend will surely continue and Governments will press the com- 
panies to move further and faster than they have done in previous 
years. 

Another attractive idea is that the Governments or citizenry of 
the producing countries should become partners in oil enterprises 
by the acquisition of share capital. Indeed, the nationalist ideal is 
that the oil industry should be owned and run entirely by Iranians 
or Arabs and that foreign technicians should be employed only 
when really necessary. Most of the Governments of the Middle 
East are, however, unable to provide the vast amounts of capital 
necessary, or to take the risks involved, and long-term investment 
is not a common practice in the area. 

Two reactions to this dilemma are shown in two recent agree- 
ments. The first, concluded on 3 August 1957, was between the 
National Iranian Oil Company and A.G.I.P., the Italian State 
company, by which A.G.I.P. is to operate in three areas: one off- 
shore at the northern end of the Persian Gulf, one inland, and one 
partly on and partly off shore on the Makran coast. By a second 
agreement, signed on 8 December 1957, Saudi Arabia granted a 
Japanese group rights to Saudi Arabia’s share of the offshore area 
of the Saudi Arabia—Kuwait Neutral Zone. 


THE ITALO-IRANIAN AGREEMENT 


The agreement between N.I.0.C. and A.G.I.P. is of a type en- 
visaged by the Iranian Petroleum Law of 1957, which provides 
that N.I.0.C. may conclude oil exploration and development con- 
tracts with other firms, foreign or not, and that such contracts may 
be of three types: 
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(i) in which N.I.0.C. does not participate, and the other firm is 
to operate independently ; 
(i) in which N.I.0.C. and the other firm associate to operate 
jointly, with N.I.0.C. holding a minority interest of at least 
30 per cent; 
(#1) in which N.I.0.C. and the other firm associate to operate 
jointly, N.I.0.C. holding 50 per cent or a majority interest. 

The obligations and conditions imposed by the law vary accord- 
ing to the category of the contract and generally become more 
favourable as N.I.O.C.’s interest increases. For example, in case 
(i), where the company is going to operate independently, a cash 
bonus must be paid to N.I.0.C. when the agreement is concluded, 
and, thereafter, an annual rental must be paid. The size of area 
which may be held by a company operating independently is limi- 
ted. In case (i), the bonus and rentals are likely to be less and the 
area larger, and in case (77) no bonus need be paid and the area is 
larger still. Further, in cases (i) and (iz), where a company goes 
into partnership with N.I.0.C., the company may, instead of pay- 
ing rental, meet all the exploration expenses both of itself and of 
its Government partner. 

The intention of the Iranian law is clear; whilst the entry of 
foreign capital is welcomed, partnership of foreign firms with the 
Iranian State company is particularly favoured, especially if 
N.I.0.C. has a majority of the shares in the partnership. The aim 
is, of course, that such a partnership will result eventually in a 
flourishing operation, largely controlled by Iranians, which will 
keep most of the profits in Iran. The law is wisely written, provid- 
ing alternative arrangements and allowing for experimentation, 
and it is expected that soon all three types of contracts will be 
represented in Iran. Meanwhile, the law leaves the present very 
happy and fruitful relationship between the Government and the 
International Consortium undisturbed, and it preserves the fifty/ 
fifty taxation principle. 

The agreement between N.I.0.C. and A.G.I.P. is of type (i) 
above, these two companies having created an operating company 
called S.I.R.I.P. in which they have equal shares. As the two com- 
panies are equal partners, they are each to receive half of any 
profits made after deduction of Iranian taxes. As N.I.O.C. is a 
State entity, it is true that the Iranian Government will ultimately 
receive 75 per cent of the profits of the enterprise: 50 per cent 
from its tax on S.I.R.I.P. and 25 per cent from N.I.0O.C.’s half- 
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share in $.I.R.I.P. For this reason, the agreement has been widely 
hailed, especially in the Middle East press, as one which ‘gives 
Iran 75 per cent of the profits’. It is said to establish a new pattern 
and to jeopardize the present fifty/fifty arrangements in other 
countries of the Middle East. Although the agreement is signifi- 
cantly different from those which have preceded it, it is not as 
favourable to Iran as it seems at first sight. It must be compared 
with the probable terms and effects of an agreement of type (7)— 
that is, an agreement by which a company is to operate indepen- 
dently of N.I.0.C. 

By the terms of the law, a company wishing to operate indepen- 
dently must make bonus payments and annual surface rental pay- 
ments to N.I.0.C. The areas in which S.I.R.1.P. is to operate total 
some 22,900 square kilometres. For areas of this size in attractive 
territory, N.I.0.C. could certainly expect millions of pounds of 
bonuses and rentals from companies wishing to operate indepen- 
dently. By making the partnership deal with A.G.I.P., N.I.0.C. 
has forgone these payments, for A.G.I.P. has, instead of them, 
undertaken to bear the whole of the expenses of the S.I.R.I.P. 
venture. Thus N.I.0.C. does not need to put up any capital during 
exploration, which may last for twelve years, and so appears to get 
a ‘free ride’, obtaining its half-share in S.I.R.I.P. without making 
any cash contribution at this stage. If no oil is found by S.I.R.1L.P. 
then N.I.0.C. has lost nothing but has also gained nothing; whilst 
if there were no partnership and the same area had been worked 
by a company operating independently, N.I.O.C. would have 
gained a cash bonus plus rental throughout the exploration period. 
If oil is found, then N.I.O.C. has to put up its half-share of the 
capital needed to develop the oil. The sums involved will certainly 
be very large for the construction of all the complex and expensive 
apparatus of a Middle East oil field. Not only will N.I.0.C. be 
heavily engaged in providing money for development costs, which 
an independently operating company would pay itself, but when 
exports begin N.I.0.C. must begin reimbursing A.G.I.P. for half 
of the exploration expenses incurred before production started. 

A number of years will certainly elapse between the discovery 
of oil and the generation of profit by S.I.R.I.P. It is fair to question 
how large this profit may eventually be. A.G.I.P. has some market- 
ing outlets in Italy but almost none outside the country. Its sales 
organization is very small contrasted with the tremendous range 
and diversity of the market outlets at the disposal of the world’s 








140 THE WORLD TODAY, VOL. 14, NO. 4, APRIL 1958 


major oil companies—their refineries, distributive systems, petrol 
stations, contracts with industries, governments, shipping, and air 
lines. The S.I.R.I.P. contract may easily prove less lucrative to 
Iran than would a contract by which a major oil company under- 
took to work independently of N.I.0.C., even though Iran’s share 
would be confined to the 50 per cent tax levied on the enterprise. 

If S.I.R.I.P. discovered ample supplies of oil, it is argued, it 
could supply crude oil to other companies at a price lower than 
that offered by its competitors at neighbouring exporting points in 
the Persian Gulf, thereby winning profitable business for it. This 
would be possible, but it would be a short-sighted and dangerous 
policy to pursue. First, S.I.R.I.P. would be cutting its profit mar- 
gins just when it would be embarking on a policy of heavy capital 
expenditure to develop its resources, whilst it would be competing 
with long-established rivals whose production costs are relatively 
low. Secondly, S.I.R.I.P. would, of course, be competing most 
directly with Iranian oil produced from the Consortium area. 
The companies offering oil from the Consortium area would be 
forced to lower their prices to remain competitive. The result 
would be that the Iranian State would be the loser, getting less not 
only from S.I.R.I.P. sales but also from those made by the Con- 
sortium companies. The Governments of Iran and her neighbours 
are keenly aware that a price break at one place must be followed 
by others, and that their most vital interests are directly involved 
in the maintenance of stable and reasonable prices for their oil. 

The agreement between N.I.0.C. and A.G.I.P. is clearly not 
the simple ‘seventy-five/twenty-five’ affair that it has been dubbed. 
From Iran’s point of view it may well be a bad bargain. Yet this 
is not, perhaps, the main point. The arrangement satisfies a psy- 
chological need strongly felt in Iran and elsewhere in the Middle 
East. It breaks with the past, in which the Middle Eastern State 
was merely the inactive recipient of royalties or income tax from 
a foreign enterprise. It introduces a partnership between the State, 
or a State agency, and the foreign company. The Italian agreement 
is of great significance in establishing the new principle and making 
possible the use, however inaccurately, of the descriptive label 
‘seventy-five/twenty-five’. 


THE JAPANESE-SAUDI ARABIAN AGREEMENT 


The new agreement between Saudi Arabia and a Japanese group 
for the Saudi share of the Neutral Zone offshore rights reflects, 
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even more sharply, a desire on the part of a Middle Eastern 
country for participation in oil operations and for a greater pro- 
portion of the income derived therefrom. The Government is 
enabled to acquire, at a minimal price, 10 per cent or 20 per cent 
of the shares of the company, whilst the fifty/fifty principal is 
abandoned and Saudi Arabia is to receive 56 per cent of the profits. 
The agreement also introduces a new feature, which is that the 
producing country should share in profits made outside the coun- 
try as well as in it. Hitherto, the Middle Eastern countries have 
shared equally in the profits made from the sale of oil, crude or 
refined, as it leaves the country by tanker or pipeline. This oil is, 
of course, transported, processed, and marketed in countries all 
over the world. Shaikh Abdullah Tariki, Saudi Arabia’s Director- 
General of Petroleum and Mineral Affairs, has long wanted his 
country to share, from well-head to petrol pump, in all profits 
made on oil produced from Saudi fields. 

The Japanese company which has been granted the Saudi rights 
in the Neutral Zone offshore is, therefore, required to set up an 
‘integrated company’ to carry out all operations of production, re- 
fining, transportation, and marketing. It is to pay the Saudi Gov- 
ernment 56 per cent of its net income from all phases of the 
company’s operations inside and outside Saudi Arabia. This in- 
novation is widely regarded with considerable misgivings. The 
Japanese company has assumed very heavy financial burdens in 
accepting this and other provisions of the contract, so heavy in 
fact that there is some doubt that the venture will be a commercial 
success. The agreement also provides for ‘participation’, as in the 
A.G.1.P.-N.I.0.C. agreement, but whereas N.I.0.C. is to pay its 
fair share or more to acquire its 25 per cent interest in S.I.R.I.P. 
(by forgoing bonuses and surface rentals in the exploration period 
and by putting up capital in the development period), the Saudi 
Government is enabled to acquire 10 per cent of the shares in 
the Japanese company at par—after oil has been discovered. This 
is, of course, virtually making a gift of the shares. Furthermore, 
the Government may similarly acquire 10 per cent of any future 
issues at the same original par value. If the ruler of Kuwait dis- 
poses of his undivided half-share of the same area to another com- 
pany, then the Saudi Government may acquire 20 per cent of the 
original and later issues of shares. 

By other provisions of the agreement, the Japanese company is 
to deliver gratuitously to the Government, in kind or in cash, a 
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royalty of 20 per cent of its production and, in addition, is to make 
available to the Government, if required, a further 20 per cent of 
its production at a price 5 per cent less than that at which it sells 
to other customers. The company also accepts a very considerable 
degree of Government control of its activities by having Govern- 
ment directors on the board, by a committee which will supervise 
purchases and expenses, and by consultation on technical matters. 
The company also renounces its ‘right of diplomatic recourse’. 

The cumulative effect of these onerous and restrictive terms 
might well daunt any company, however technically competent 
and financially sound. The Japanese group—made up of steel, 
power, and other interests—has no experience in the oil business 
and is also, apparently, finding some difficulty in financing even 
the first stages of the venture. As it was not in a position to offer 
large initial bonuses or rentals it has evidently been willing to 
accept the unorthodox terms demanded by Saudi Arabia. 

The Japanese group has, of course, no marketing organization 
and it will have the same sort of difficulties as A.G.I.P. in dis- 
posing of its oil; but as the Japanese are complete newcomers to 
the oil business its difficulties are likely to be considerably greater. 
All things considered, it is hard to see how this agreement can be 
more lucrative or satisfactory to Saudi Arabia than the more usual 
agreements with established oil companies. 


FUTURE PROSPECTS 


The ruler of Kuwait is now considering offers for his share of 
the Neutral Zone offshore and may shortly ask for bids for the 
offshore rights of Kuwait itself. N.I.O.C. in Iran is considering 
offers from nearly twenty companies for areas both inland and off- 
shore. In these and in future negotiations the percentage of profit 
due to the Government may not be the most prominent feature of 
the agreement. Having learned that headline figures, such as 
‘seventy-five/twenty-five’, may give a false impression, Govern- 
ments are now more likely to consider the matter more carefully. 
Large bonuses and surface rentals may be preferred to some of the 
unusual features of recent agreement. Governments will look close- 
ly into the ability of companies to make profits: they would rather 
have 50 per cent of a large profit than 56 per cent of a small one. 

A new factor will also make careful consideration necessary. 
There is now in the world an abundance of readily available crude 
oil. Oil companies may be somewhat more hesitant, less inclined 
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to offer extravagant terms, and less inclined to accept from Gov- 
ernments unduly restrictive or onerous features in agreements. 
The Governments of producing countries, especially those which 
want to encourage new exploration and development, will be well 
advised, under these conditions, not to be too exigent in their'de- 
mands. The Government that offers tax rebates or similar induce- 
ments to encourage the production and export of great quantities 
of oil is likely to fare better in sharply competitive world conditions 
than one whose attitude to the companies is ruthlessly demanding. 

All of these strictly business aspects of Middle East concession 
developments provide only one element in a complicated pattern. 
The oil companies in the Middle East are a focus of anti-capitalist 
and anti-Western feeling. Even to moderate nationalists, the com- 
panies seem blatantly foreign, recklessly wealthy, and imperialist 
anachronisms. At the same time, the nationalists regard the com- 
panies as a deliciously vulnerable part of Western power. Those 
in the Middle Eastern Government departments who have most 
to do with the companies, who know most about their complicated 
operations, and who have some understanding of the world oil in- 
dustry are the most likely to consider carefully the implication of 
innovations in concession agreements on the one hand and of 
nationalist fervour on the other. 

The stream of nationalist thought powerfully affects everyone in 
the Middle East today, including the ruling groups with whom 
concession agreements are made. For this reason, commercial ad- 
vantage cannot be the only criterion considered by the Govern- 
ment concerned. It may be better to conclude an agreement con- 
ducive to good headlines and lenient political comment than to 
make another fifty/fifty agreement with a British or American 
company. The Governments are bound to take into account the 
commercial considerations and the psychological and political ones. 

The very natural urge of the Governments and people of the 
Middle East to participate and to share fully in the work as well as 
in the profits of the companies will find expression. This does not 
necessarily mean that the Governments will insist upon holding 
shares in the companies, but they will surely insist on the fullest 
possible training and employment of their own people at all levels 
in the companies and on some measure of Government or national 
representation in the management of the companies. 

W. D. P. 








Belgium on the Eve of the International 
Exhibition | 


BAUDELAIRE once said that everything was flat in Belgium—even 
her omelettes. That sardonic poet could not have looked above the 
little hill topped by Waterloo’s lion to the high and lovely Ar- 
dennes, nor could he have enjoyed the splendid cooking of a com- 
fortable country. 

For Belgium is a comfortable country and is doing her best to see 
that those she expects to visit the International Exhibition, which 
opens in Brussels on 17 April, will find it so. She may be more war- 
scarred for her size than any other European country. Marion- 
ettes, in Spanish dress, still enact ribald Resistance drama in the 
popular quarter of Brussels, while enemy occupation is remem- 
bered in less picturesque ways throughout the nation; but she con- 
tinues to thrive as the natural meeting-place of north-west Europe. 
Sea routes, rivers, roads, and modern communications lead easily to 
and from her cities. Bruges was once to the North Sea what 
Venice was to the Mediterranean; and Antwerp with its merchant 
bankers may claim to have played a part in the rise of modern 
capitalism. Where trade is, war is apt to follow, especially when 
communications are so easy. But Belgium, the ‘cockpit’ of Europe, 
seems to arise after each conflict more dogged, a little more in- 
transigent, and usually more comfortable than before. 


LIVING CONDITIONS 


Today comfort is a word more applicable to Belgium’s economic 
condition than is prosperity. There are sharp contrasts in living 
standards. Speaking generally, the poor are not so poor and the 
rich are not so rich as in Britain, and each section of the com- 
munity from the poorest upwards makes a very good show of com- 
fortable living. 

The Belgian workman wants good food more than television. He 
begins work very early but needs a long dinner hour. He plays 
games or watches them more eagerly than doing pools about them. 
There are, indeed, many State lotteries, but the tickets are gener- 
ally sold divided up and there is rarely any sensational win of the 
‘grand lot’. The Belgian gambles mainly as an amusement. 

There has been a big drive in housing. The disgraceful slum 
dwellings of Brussels and Antwerp have mostly been pulled down, 
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a reform in which King Baudouin took a personal part for which he 
has not been sufficiently credited. Huge blocks of flats and housing 
estates of rather Hollywood-type design for most income groups 
are springing up everywhere. But village houses are still often 
hovels, and rural water supplies and drainage lag a long way be- 
hind the towns. 

The cost of living is rising, but so gradually that there is little 
alarm. The Belgian housewife grumbles but ‘makes do’. Meat 
prices have risen considerably, and the Belgian is a heavy meat 
eater. The import of horsemeat has been made more difficult 
through public opinion, largely in Britain. Jam, oddly enough, 
shows the heaviest price increase of all; and ‘tartine beurrée au 
confiture’ forms part of the regular diet of workers as well as of 
children. Butter and potato prices rose last year but it was a very 
good season for grain and the price of eggs dropped even more than 
in a seasonal way. So did the price of soap (a lot of which contains 
oil from the Congo). 

Wages have not varied much of recent years, though in some 
sections of leather, printing, and metal industries there have been 
slight increases. In some parts of the tailoring trade wages were 
recently increased by 15 per cent, while on 1 January 1958 metal 
workers received a rise of 2 per cent as a result of a strike the 
previous summer. But all these rises were small and had little 
relation to increased living costs. 

Religious and political organizations look after public welfare 
rather more than does the State. This suits the Belgians’ very 
independent spirit, but social security is by no means officially 
neglected, and Belgium is, too, the only country that has a Minister 
for the Middle Classes. 


TRADE RELATIONS AND THE CONGO 


Belgium supports the idea of the Common Market very strongly 
though there are individual critics. Paul Henri Spaak, its chief 
exponent, is still Belgium’s greatest public figure. But she is a 
country of low tariffs and is in constant fear of tariffs raised against 
her. As a member of Benelux she has to think as part of a group and 
not for herself alone. 

Belgium is part of Benelux but, more important still, she is the 
mother country of the Belgian Congo. Her colony is of great 
importance to her. The Congo is immensely rich and a vast 
amount of Belgian and other money is invested there. Its great 
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resources are being developed in every way and the completion 
of the important dams and power stations of Le Marrinel and 
Delcommune—both in the Katanga—brings electricity to wide 
areas, with industrial and commercial enterprises in its train. 

The Union Miniére is among the largest commercial under- 
takings in the world, and a British group, Tanganyika Concessions, 
had a share in its development. Its first concern was the rich copper 
mines of Lower Katanga, but now its ramifications spread in all 
directions with subsidiary companies of all kinds and, too, a very 
important share in the economic advance of the African through 
education and training. In addition to the rich copper and cobalt 
mines many other minerals are to be found in the Congo. Most 
important of all, a rich uranium mine lies in the Katanga. 

The Congo offers a fruitful field for enterprising Belgian men 
and women, and there are very few families of any kind without 
some relative working there. With the exception of the ‘colons’ of 
the Kivu and some other districts, the Belgian does not settle in 
the colony for ever. He loves and is proud of the country and the 
fine job Belgium is making of it, but Belgium remains his home to 
which he readily returns at the end of each three-year tour. This 
devotion to the Congo without the feeling of possessing its very 
soil may be one of the factors producing genuine understanding at 
most levels between the Belgian and the native inhabitants. An- 
other point is the insistance by all concerned on the quality of 
every European going to work in the colony, whether in adminis- 
tration, in one of the great companies, or on private enterprise. 
They must prove their worth before they go. They must be 
guaranteed by their employers or lay down very substantial 
moneys of their own. And if they fail, back they come. Belgium is 
running no risk of ‘poor whites’ in her hitherto tranquil colony. 


UNEMPLOYMENT AND LABOUR 


The Congo gives scope to the ambitious and the intelligent and 
it yields substantial dividends to the investor, but beyond supply- 
ing certain raw materials it cannot contribute much towards 
solving Belgium’s growing unemployment problem. As in many 
other countries, unemployment is rising. The figure given for 
unemployed in February 1958 was 195,144. The year before it was 
148,728. There has never been anything like full employment in 
Belgium and she is very densely populated, with a rapidly rising 
birthrate. A purely local matter is the fact that work on the 
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Exhibition and on road and canal improvements which accounted 
for many workers is nearly finished and only some of them have 
been absorbed into other employment. In spite of the housing 
drive there is some unemployment in the building trade and among 
metal workers. 

The port of Antwerp has new docks and new locks, but is less 
busy than for many years. The Canal Albert, however, which joins 
the Scheldt to the Meuse, completed just before the last war and 
featuring, though unsuccessfully, in Belgium’s defences, has 
proved an important inland waterway. There has been an increase 
in transport of goods to Germany and beyond, and this gives work 
to many, compensating a little for growing inactivity at the port. 

Coal is perhaps the factor most affecting employment and the 
general economic position of Belgium. She is herself a coal- 
producing country, but the mines are lamentably out of date as to 
both administration and machinery. The tragedy of the accident 
in the Marcinelle mines, near Charleroi, in 1956, with its shocking 
loss of life drew attention to the mining conditions in general in 
Belgium, though Marcinelle itself compared favourably with many 
other mines before the disaster. The Limburg mines towards the 
Dutch frontier are on the whole well equipped but those in the 
Borrinage (the district on the borders of France which Van Gogh 
loved to paint) are not. They are old-fashioned and uneconomic, 
and moreover they produce soft coal which is of no use to Bel- 
gium’s heavy industries. So she must go abroad at high cost to 
obtain the hard coal she needs. There is some unemployment in 
the Borrinage but the ‘mineur borrain’ is such an individualist that 
he would rather go hungry than work elsewhere. 

Belgian trade unions are very different from those in other 
countries. There are two groups—the ‘Syndicats chrétiens’ which 
cater for the Catholics and the ‘Syndicats socialistes’ for the others. 
They are both powerful. Possibly the Christian union is increasing 
in power just now with the added impetus of its association with 
the political party in opposition. When there is collective bargain- 
ing or some similar negotiation to be done, Christian and Socialist 
union representatives will occasionally appear together and make 
the same demands. But neither will ever tolerate that one repre- 
sentative should appear for both unions. Fairly recently a third 
group has arisen, the Liberal trade unions, but in spite of Liberal 
participation in the Government these are not making much pro- 
gress. It is said in some Belgian circles that two things only have 








148 THE WORLD TODAY, VOL. 14, NO. 4, APRIL 1958 


drawn the Christian and Socialist unions more closely together— 
the Marcinelle mine disaster and the rise of the Liberal unions. 

It might well be thought that the whole purpose of trade union- 
ism would be defeated by this dual and even treble method, but it 
is typical of Belgium that what seems incongruous to outsiders 
works quite well within this small country. 


RELIGION AND THE STATE 


But the mixing of politics and religion cannot be good for any 
country. In trade unionism the workers’ basic need for good con- 
ditions and wages (it may be a reason for the ‘comfortable’ feeling 
in Belgium, even in face of difficulties, that conditions of work do 
often count for more than wages) unites where religion and politics 
divide. In two other national questions the division is even deeper 
than the matters themselves would seem to demand. 

One is the ‘question scolaire’ concerning the status of con- 
fessionally controlled schools—which refers almost entirely to the 
Catholic ones, as the Protestant and Jewish schools enter little 
into the controversy. This has caused keen dispute, with occasional 
public demonstrations throughout the country. It has also brought 
for the first time the flavour of party politics into the Belgian 
Congo where it had never entered before. Missions of varied 
denominations, but with a preponderance of Catholic ones, had 
hitherto educated the Africans there. Now State schools with no 
compulsory religious instruction are being set up. In most of these 
schools periods are set aside for religious instruction, which may 
or may not be given by instructors from religious bodies outside 
the schools. 

It is not easy for the tolerant and often lazy-minded British to 
understand the intensity of feeling between those who support the 
clerical schools and those who do not. It can be more violent than 
that aroused by purely religious or political differences, but as 
politics and religion are so closely linked in Belgian public life 
the schools question receives the prejudices of both. Moreover the 
country does not now fall into a neat pattern in this respect. It is 
no longer possible to point to ‘Les Flandres catholiques’ and ‘La 
Wallonie laique’, for cross-sections have developed in each region, 
and a change of government would only alter the balance and not 
solve the problem. 

Politics and religion play a part in the Royal question, but in all 
fairness it must be said that this has lately faded to some extent 
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into the background. Ex-King Leopold is bringing his scientific 
knowledge to bear on the deliberations of an international com- 
mittee on nuclear research. He has a job and does it well and is 
respected for this. King Baudouin carries out his duties quietly 
and well but the natural behaviour and peak of young enthusiasm 
reached in his Congo tour a few years ago have never been re- 
peated. A power behind the throne can be felt which at times 
eclipses the throne. It is not a sinister power as some would make 
out, but comes rather from the strong devotion of a closely knit 
family which in less exalted circles would mean nothing but good. 
But the Belgian people would like their king to reign on his own, 
independent of family or any other influence. None demand this so 
loudly as those who do not believe that kings should reign at all. 


THE FLEMISH QUESTION 


Visitors to Belgium sometimes ask whether the Flemish prob- 
lem represents another cause of important controversy. The 
answer is quite simply, ‘No’. There was a Flemish Nationalist 
movement before the war, but the leaning of its followers towards 
Germany and their behaviour during the occupation soon put an 
end to it. Flemish, Walloon, Catholic, Socialist, Liberal—even 
Communist, the Belgians are just Belgians when calamity strikes. 

People with Flemish nationalist views do exist, but in small 
numbers. There is no vocal demand for an independant Flanders. 
But there are two definite types of thought among Flemings that 
are worthy of note—and it must be remembered that 55 per cent of 
Belgium’s population is Flemish-speaking, spread over five of the 
nine provinces (the two Flanders, Antwerp, Limburg, and all of 
Brabant except the area known as ‘Le Brabant Wallon’) with small 
pockets in two of the others, Liége and Hainaut. (Namur and 
Luxemburg are entirely French-speaking.) 

Among these Flemish-speaking Belgians there are, first, en- 
thusiastic locally patriotic people who claim their tongue to be 
purer, their stock stronger, their cities richer, their countryside 
fairer, their art greater, and their literature finer than that of the 
French-speaking regions (though Verhaeren, Belgium’s best poet 
in this or any century, born and bred a Fleming, wrote in French). 

Then there are the ‘Flamingants’, who have all these ideas and 
a good many others, and who press, if not for an independent 
Flanders, at least for superiority for all things Flemish, even if this 
may be to the detriment of the rest of Belgium. They are intolerant 
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“of everything save Flemish interests. They will not speak or read 
French, and say and write a great deal in Flemish about whatever 
problem is most in view at the moment, turning it inside out until 
it reflects their ‘Flamingantisme’—but even then they cannot be 
classed as Flemish Nationalists. 

The distribution of staff in high official places—Parliament, the 
Senate, the ministries, and the embassies—follows a fairly well- 
balanced Flemish-French pattern. If it does not the ‘Flamin- 
gants’ have a good deal to say. There are ‘Wallingants’ too, but 
they are fewer and far less vocal. 

Some travellers arriving by car at the coast and motoring 
through Flanders are puzzled to see all the signposts written in 
Flemish. The linguistic law of 1932 decreed that all official docu- 
ments—including, presumably, notices such as these signposts 
are—should be in both languages. It is easy to guess what ‘Brussel’ 
is, or even ‘Bruggen’, but ‘Luik’ (Liége) is a poser and so is 
‘Doornik’ (Tournai). There are also one-language signposts in 
French on the borders of France and inside the Walloon provinces 
but these, being to most people easier to decipher, cause little 
comment, though apparently the law is broken there as well. 

It is almost impossible to obtain a ruling on the whys and where- 
fores of these signposts and the two-language law, for national 
officials refer one to the Provincial administration and the Pro- 
vincial administration refers one back to the central Government 
again. One thing, though, is quite certain: the Flemish names are 
in no way a symptom of Flemish nationalism or even of ‘Flamin- 
gantisme’. It also seems likely that in the interests of trade and 
tourism, two things which unite Belgium on most occasions, the 
organizers of the Brussels World Exhibition of 1958 will see that 


the routes to the great cities are made clear and easy to follow by 
all comers. 


THE INTERNATIONAL EXHIBITION OF 1958 


Belgium is agog over this Exhibition and expects immense 
crowds and immense results not only for her own coffers but, in all 
sincerity, for the development of international understanding 
which is the keynote of the whole enterprise. She is a very 
exhibition-minded country and the buildings in Brussels known 
as the Cinquantenaire and the Centenaire commemorate smaller 
Exhibitions held on these anniversaries. There have been others 
too, and on the eve of war there was the great ‘Exposition de 
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l’eau’ at Liége with a fine German pavilion; the men preparing it 
were not allowed to sleep on Belgian soil and had either to work all 
night with guards outside (an eery sight and sound in the spring of 
1939) or be taken back by lorry over the frontier into Germany. 

The motif of the 1958 Exhibition is to demonstrate a world 
built by the people for the people, and the words of Erasmus are 
frequently quoted: ‘I wish to be a citizen of the world and a friend 
to all nations of the Universe.’ 

Coming down from the skies to Melsbroek airport, the whole 
face of Brussels seems altered. 'The site of the actual Exhibition lies 
on its north-west outskirts and is clearly seen on landing. The 
famous landmarks in the older parts of the city have to be sought 
amongst new buildings, roads, signs, and decorations. The Exhi- 
bition area is covered with great pavilions of every shape and 
colour, many built to entirely new designs and often of new mate- 
rials, the whole dominated by the Exhibition’s emblem of an im- 
mense shining steel construction of tubes and globes. 

The British pavilion has its own restaurant, to show that this 
country also knows something about cooking. Sir John Balfour, 
the British representative on the co-ordinating committee, has 
been responsible for planning this pavilion, which has an official 
section and industrial and commercial displays. British Dominions, 
Soviet Russia, new nations of Asia and Africa have their own 
pavilions, and very few countries are missing. Art, industry, and 
nuclear power will be displayed with imagination and within, it is 
hoped, the comprehension of the great crowds expected. 

Seven immense pavilions spreading over two and a half acres 
house the Congo and Ruanda Urundi (Trust Territory) exhibits. 
These include a stretch of tropical garden which should prove of 
special interest. In it will be shown what the African himself has 
done in the gardens around the new houses in the ‘Cités Africains’ 
of the Congo. Gardens near dwelling-places are a new idea in the 
Congo, for it is customary there to sweep the earth clear of vegeta- 
tion because of snakes. But the ‘évolué’, the educated native, is 
rapidly acquiring a taste for flower beds on his small piece of 
land. 

Pavilions will show the great wealth of the Congo, the minerals, 
timber, tobacco, oils, and crops. The Fauna Pavilion will not 
house live creatures but instead will show by film and photograph 
the National Parks and fishing on lakes and rivers. The Govern- 
ments of the Congo and Ruanda Urundi will have their own 
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pavilion, and so will the Catholic Missions (no ‘question scolaire’ at 
the Exhibition!) 

But what should strike the visitor will be the Africans who staff 
this Congo section, drawn from different tribes, and, more im- 
portant still, the Congolese who hope to come and discover 
Belgium for themselves in 1958. For it will be a voyage of dis- 
covery for nearly all of them as, with few exceptions, journeys of 
‘indigénes’ from the Congo to Belgium have hitherto not been 
encouraged and indeed could hardly have been afforded. Now men 
and women from the great Congo Colony have been helped to save 
for this adventure and will arrive in organized parties or on their 
own. A special reception committee will be responsible for their 
housing and care, and this will not be the lightest task of the 
Exhibition. If this experiment succeeds it will be one of the greatest 
successes of this Brussels World Exhibition of 1958. It will mark a 
new step in Belgium’s colonial policy. These African citizens of the 
world should find that Belgium—on a visit—is for them too a 
comfortable country. 

H. M.-S. 


Italy, the Common Market, and the 
Free Trade Area 


As sometimes happens in international negotiations, even on 
purely economic matters, the Rome Treaties for the Common 
Market and Euratom were the result of a plan devised by politi- 
cians, rather than the final expression of detailed and exhaustive 
agreements previously reached between experts of the various 
countries concerned. It is therefore difficult to indicate precisely 
what course the realization of these agreements will take in the 
successive stages of execution which, according to official fore- 
casts, will be completed only in 1970 or even later. This is one of 
the reasons why it is proper to regard these treaties as mainly 
political in character—as a practical manifestation of that ‘Euro- 
peanism’ which dates from more than a century ago and which in 
Italy found expression in the ideas of Mazzini and other leaders of 
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the Risorgimento. An all-embracing general idea of this kind 
appears in Italy much less controversial than may be the case with 
arguments of a purely economic character, such as the advis- 
ability—or even the necessity—of widening the basis of trade for 
the industry and agriculture of each country concerned. This 
broader base is intended to promote trade within what, in its final 
form, should constitute a single market, without customs barriers 
or trade restrictions of any kind, with financial institutions calcu- 
lated to facilitate integration, and with the promulgation of 
national laws which will guarantee the free circulation of capital 
and manpower within the orbit of the new economic entity. 

Such ideas were envisaged very clearly in the minds of the 
Italian politicians who have played a pioneer role in their country 
since the war, beginning with the late Count Sforza, the initiator, 
in 1948, of a plan for an Italo-French Customs Union which, 
however, failed to materialize. Italian public opinion has gradually, 
if almost subconsciously, moved in the direction of favouring 
European economic integration, influenced by the success, in the 
practical sphere, of the Coal and Steel Community, O.E.E.C., and 
the European Payments Union—a success that has been inter- 
preted principally in the political and ideological sense, as a proof 
of the possibility of a wider yet closer European Union, which in 
the last analysis should assume the form of a federation of demo- 
cratic States with political institutions transcending the old 
principles of complete national sovereignty. 

It is for the same reason that Britain’s proposal of a free trade 
area inspired chiefly by economic motives has failed to arouse the 
interest it deserves in Italy. Interpretations of the plan have been 
influenced in some quarters by superficial prejudices or by 
memories of Britain’s traditional dislike of any European com- 
bination which might offer a threat to the Channel or to the sea 
communications of her former imperial system. In other words, the 
Free Trade Area plan has sometimes been interpreted as a political 
manceuvre inspired by purely British interests, as a red herring 
thrown across the path of the European Common Market to 
sidetrack the Continental believers in federal unity. Worse still, the 
plan has even been represented by some as a subtle move inspired 
by purely financial motives, with the aim of attracting investment 
capital to Britain, since she would become the only European 
country to enjoy the privilege of belonging to two preferential 
systems—the Commonwealth and the Free Trade Area. This 
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privilege, it is argued, would offer highly suitable conditions for the 
development of new industrial, financial, and commercial activi- 
ties, to the detriment of the economic expansion of the Common 
Market countries and especially of Italy, whose shortage of capital, 
for the present and for some time to come, can only be remedied 
through investment from abroad. 

Italy’s reactions to Britain’s alleged intentions are not, therefore, 
rooted only in a ‘European’ ideology or in relics of the Anglo- 
phobe propaganda of a past era. The fact that the British plan 
excludes food products from the range of free-trade commodities— 
a condition which has been repeatedly stressed in British official 
statements—has certainly revived the fears of those concerned to 
safeguard the production and trade interests of Italian agricultural 
produce, which finds a good market in Britain, especially for early 
and luxury fruit and vegetables. This market is irreplaceable, and 
it is natural that some anxiety should be aroused at the prospect of 
a treaty which would virtually exclude the possibility of expanding 
this particular trade or make it difficult to defend it from further 
restrictions. On the other hand the complexity of a system of agree- 
ments for a Free Trade Area grafted on to the Common Market 
must inevitably disturb those engaged in small and medium in- 
dustry and skilled handicraft production, representing a numerous 
category whose votes have to be taken into consideration in view of 
the coming General Election this spring. 

A political pressure group which is both vocal and efficiently 
organized, and whose influence on the action of any Government 
should not be underestimated, is the Confederazione Nazionale 
Coltivatori Diretti, or Working Farmers’ Association. Under the 
leadership of Paolo Bonomi, himself a Christian Democrat, its 
political importance is increasing year by year, and makes itself 
particularly strongly felt as elections approach. Hitherto its activi- 
ties have concentrated chiefly on social questions, such as the con- 
tractual relationship between landowners and their tenants or 
métayers, and the creation of a system of welfare assistance inde- 
pendent of the existing State institutions though to a considerable 
extent subsidized by the State. This group has not yet had occasion 
to express its views about the British proposal (and this is in itself 
a sign of the lack of public interest in the subject). But while the 
owners of vast estates—the Jatifondisti—,opponents of the small 
farmer, may well be interested in a scheme which, like the British 
one, permits the retention of a high level of protection for domestic 
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prices of wheat, it is likely that the small farmers of Bonomi’s 
association, who are chiefly concerned with the growing of vines, 
vegetables, and fruit, will be opposed to the Free Trade Area plan 
with its restrictions on agriculture. Whereas the Common Market, 
on the other hand, guarantees access to the important German 
market which each year takes large quantities of Italian fruit and 
vegetables at low prices, while the British market, because of its 
selective nature, forms the necessary complement to the German. 

Another important pressure group is that formed by the big 
industrialists. These seem now to be wholly converted to the basic 
principles of the Common Market and Euratom. Their conversion 
has come about gradually in the past seven years during which 
Italian exports of industrial finished goods have significantly in- 
creased. The demand for capital goods from the South American 
and Middle East markets has caused the introduction of some 
important new items into the traditional pattern of Italian trade 
in consumer goods, which still continues to prosper. For example, a 
recent statement from the International Wool Secretariat men- 
tioned that Italian exports of wool tissues! in 1956 surpassed those 
of any other country, representing about 40 per cent of world 
exports in that category, with the United Kingdom some way be- 
hind in second place. Last but not least, the entry of Fiat into the 
export market for utility automobiles has opened up new horizons 
for this industry, whose continued prosperity seemed till a few 
years ago destined to depend exclusively on protection of the 
domestic market against European competitors. 

Thus the big industrialists have gradually become convinced 
that an increase in Italy’s trade with the five other countries of 
the European Community could bring more benefits than dis- 
advantages to their own concerns, even if this enlarged market was 
not adequately protected against outsiders. But the proposal for 
an area of free exchange for industrial goods embracing the seven- 
teen countries of O.E.E.C. creates new problems which will have 
to be worked out, and it seems unlikely that a favourable attitude 
to it can be taken for granted. 

It is, indeed, quite understandable that these industrialists, only 
just converted to the idea of the Common Market, should feel un- 
easy at British pressure for a speedy acceptance of the principle of 
a free trade area. In fact, to the prudent heads of big concerns the 
European Common Market offers the possibility of gradual 


14.e., in this connection, woollen and worsted materials and woollen blankets. 
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adaptation over fifteen years, during which much may happen and 
many fears that obtrude today may be eliminated. Though the 
Common Market treaty itself has formally come into force, the 
first reduction of 10 per cent on the customs duties of the six par- 
ticipating countries will only come into operation at the end of this 
year. In the meantime the other institutions of the Common 
Market are beginning to function, and in particular the European 
Investment Bank, which may help to direct towards the Italian 
capital market the funds needed to reinvigorate Italian industries 
which have been hit by the progressive disappearance of tariff 
protection, or even to replace outright less efficient industries by 
more productive activities, thus avoiding any increase in Italian 
unemployment, today among the highest of any country in Europe. 

Italy has already had experience of the good effects of outside 
intervention of this kind from the Coal and Steel Community, 
composed of the same partners as the Common Market. On the 
other hand, the association of Italy with the Free Trade Area 
proposed by Britain does not seem to offer similar guarantees. 
Moreover the British financial contribution towards alleviating the 
effects of possible changes which might arise from the adherence 
of the Common Market countries to the Free Trade Area may be 
very limited, bearing in mind that the United Kingdom’s capacity 
for internal investment has been shown to be proportionately 
lower than that of the Continental economies, while any improve- 
ment in the British financial situation would obviously be ear- 
marked for Commonwealth investment. Nor can the United 
Kingdom labour market offer much in the way of relief for Italian 
unemployment; indeed serious difficulties for the small number of 
Italians now employed in Britain would have to be envisaged in the 
event of an economic recession which might make it impossible to 
maintain in its entirety the post-war programme of full employ- 
ment. 

The European Industrial Conference on the Free Trade Area 
held in London last February, organized by the U.K. Council of 
the European Movement and attended by representatives of in- 
dustrialists and workers from the seventeen O.E.E.C. countries, 
left the Italian representatives somewhat perplexed about just 
those points which are most controversial and most important for 
Italy’s economy. For many years now Italy has stressed at 
O.E.E.C.—whose effectiveness in the sphere of European econo- 
mic collaboration has been amply confirmed—that any steps to- 
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wards liberalization of trade should be accompanied by a similar 
liberalization in the movement of capital and manpower. This 
principle was clearly reaffirmed by the Italian Foreign Trade 
Minister, Guido Carli, at the O.E.E.C. meeting of Ministers in 
Paris last June. Talking to journalists after the European Indus- 
trial Conference last February, Signor Quintieri, representing the 
Confindustria (the Italian Industrialists’ Confederation, opposite 
number of the F.B.I.), pointed out that the British plan offered 
no incentive to greater capital investment in a quarter where there 
was a superabundance of manpower, i.e. in Italy; and it could give 
no assurance that Italian unemployed would find permanent em- 
ployment either in the United Kingdom or in those countries of 
the Commonwealth where there is a shortage of manpower. 

The problem of unemployment has, in fact, assumed such 
importance in Italy since the war as to dominate the Govern- 
ment’s domestic political planning and even to some extent its 
foreign relations too. The ample supply of manpower has not 
always proved an advantage for industrialists, for as a result of 
trade-union pressure on Government legislation they have from 
time to time found themselves compelled by law to take on more 
workers, and for the same reason have found it difficult to dismiss 
supernumerary workers even when such a step was amply justified 
from the point of view of the country’s economy as a whole. Pres- 
sure of this kind has made the situation in some factories quite 
untenable and has led to costly reductions in the scope of others. 
On the other hand it has not helped to improve the proportion 
between skilled and non-skilled workers, and it hampers industries 
in their efforts towards accelerated expansion of their production. 
Contrary to the fears entertained in Britain as to the effects of un- 
employment on wages, the chronically high level of unemploy- 
ment in Italy has produced no such result. Indeed, the wages of 
Italian workers are in many cases higher than those of other 
countries. (Dr Alberto Pirelli, speaking at the European Industrial 
Conference on 19 February, remarked that ‘direct experience and 
accurate checks show . . . that costs of labour per hour in the Pirelli 
factories in Italy are higher than in the Pirelli factories at Burton- 
on-Trent, Southampton, and Eastleigh.’) 

Unemployment is a subject about which there can be no dis- 
agreement in Italy between the Government, the business com- 
munity, and the workers’ organizations, except as to the most 
effective methods of getting rid of it. And any system of inter- 
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national agreements that does not give some hope of reducing this 
burden will always be received by public opinion with coldness, 
if not with actual hostility, however strong the political or econo- 
mic arguments may be in its favour. 

There is no doubt that a compromise can be reached as to the 
best way of collaborating with the Italian Government in the 
direction of achieving full employment, once a solution has been 
found for the problems of a more general character which at 
present face the negotiators of a treaty for the Free Trade Area. 
For example, a step in the right direction would be to extend the 
powers of the Common Market’s European Investment Bank to 
include the Free Trade Area as well (incidentally, this Bank has as 
its head Pietro Campilli, who for seven years was the Cabinet 
Minister especially concerned with the development policy for 
Italy’s backward and unemployment-ridden areas in the South). 
If the Bank could consider providing funds sufficient to counter- 
balance the detrimental effects upon the economy of each country 
likely to arise from the free exchange of industrial products, that 
would be a useful and constructive affirmation of principle. 


The problem of ‘deflections of trade’ has occupied an important 
place in all post-war international economic negotiations, especi- 
ally when multilateral relations are under discussion. For when- 
ever some modification is proposed in the trade relations between 
different countries (and especially when it is a question of abolish- 
ing quantitative restrictions and reducing customs duties between 
the contracting parties) the need becomes apparent to establish 
unequivocally the origin of the goods exchanged, in order to 
obviate evasions. A traditional method adopted in such circum- 
stances is the ‘certificate of origin’, a document issued by a com- 
petent and impartial authority in the place of origin of the goods. 
This certificate attests the place where the article was manu- 
factured, thus excluding the risk of goods coming from a country 
which is not a signatory of the agreement in question and which 
therefore has no right to enjoy its privileges. 

In the case of the European Common Market, the problem of 
determining the origin of the goods exchanged between the six 
participating countries will play a very important part in the 
initial period, until the time, that is to say, when it will be possible 
for the six countries to agree upon a common customs policy and a 
uniform customs tariff which will cover imports from all the rest of 
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the world, with agreed customs rates for every individual category 
of goods. Until that happens, many economic activities in each of 
the six countries must find themselves exposed to the risks of 
‘contraband’, in the sense that an item of goods produced at a high 
cost in one of the contracting countries, and protected by a high 
customs barrier, might find itself up against similar goods intro- 
duced free of customs duty from outside areas through another 
contracting country whose customs tariff does not envisage similar 
protection. 

In Italy one can point, for instance, to the example of the dairy 
industry, largely centred in the Po valley, where it has assumed 
vast proportions, using the most modern methods and represent- 
ing considerable capital investment. But an excessive importation 
of foreign butter and cheese at low prices would suffice to cast into 
confusion this group of industries and to cause a real crisis in the 
regions where they are mainly concentrated—which happens to be 
one of the richest areas of Italy, where the rural classes make a 
notable contribution to industrial consumption. The risk of 
infiltration might come in this particular case from Denmark, 
which produces dairy goods at very low prices, and the route might 
be via the frontiers of Belgium, a country where the goods in 
question do not enjoy high protection. 

The example of this particular industry is merely the most 
obvious one in Italy. The experts are aware of dozens of others 
where the claims are equally valid. The same thing is undoubtedly 
true of the five other Common Market countries, and if a good deal 
of friction is to be avoided in the initial stages of putting the Rome 
treaty into effect, certificates of origin will need to be granted on 
quite a large scale, which of itself must constitute an obstacle to 
the free flow of trade within the Community. 

One of the suggested ways of meeting this difficulty is for the 
Common Market countries gradually to establish a single customs 
tariff vis-a-vis the rest of the world, with the object of removing 
incentives to evasion and arriving more quickly at an integration of 
the markets of the associated countries. 

It is precisely in relation to this particular point that an immedi- 
ate acceptance of the Free Trade Area would put Italy in a very 
awkward position. For the Free Trade Area scheme wants to ex- 
tend the free exchange of industrial goods to all the O.E.E.C. 
countries and to give each of these seventeen countries the right 
to negotiate customs tariffs with third countries outside the 
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Market. But this would make it impossible to arrive at agreement 
on a Common Market customs tariff, which alone can set at rest 
the present fears of various groups of industrial interests. 

In any case, even in the very restricted field of food trade, 
there will be controversy between experts within the Common 
Market as to the definition of ‘origin of goods’ and the methods of 
ascertaining it, at any rate until agreement has been reached on a 
common customs tariff vis-a-vis the rest of the world. Only then 
will it be possible to avoid extending negotiations and inquiries to 
thousands of articles that are manufactured or imported in in- 
dividual circumstances peculiar to each separate industry or type 
of trade. But, far from simplifying matters, a simultaneous entry 
into force of the Common Market and the Free Trade Area 
would introduce greater complications, not the least of which 
would be the need to establish a precise and unequivocal distinc- 
tion between agricultural and industrial products. 

For example, are tinned fruit or vegetable products to be regard- 
ed as agricultural or industrial goods? Obviously they are a food 
product, and as such would come within the meaning of the British 
proposals. But when the value of the agricultural product after 
processing proves to be two or three times higher than it was in its 
original state, what rule can be adopted to convince all the parties 
concerned that it is not a case of an industrial product which can 
be passed customs-free into the Free Trade Area countries? The 
same difficulty arises about the distinction between must, freshly 
extracted from the grape, and elaborately processed wines such. as 
vermouth, a typical Italian product and mainstay of the Italian 
wine export trade. Even cheese,: which was mentioned earlier, is 
subjected to a number of different processes according to its type 
and quality, ripening, packing, and the expenses of marketing and 
advertising. 

These are not just theoretical arguments but problems of vital 
importance for the many people concerned in producing these 
goods. Upon the transformation of the products of the vine, of 
milk, and of fruit and vegetables depend the livelihood and well- 
being of hundreds of thousands of workers and the returns on vast 
capital, representing a high percentage of the national income. 

It may be asked at this point whether the negotiations for the 
Common Market may not offer similar risks even without the 
additional risks brought about by the acceptance of the Free Trade 
Area principle. The answer is ‘Yes’: it is obvious that some losses 
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are bound to be incurred in a process of readjustment and integra- 
tion of national economies that will take fifteen years to complete. 
But it is precisely to deal with these inevitable losses and difficulties 
that the European Investment Bank has been set up, with a capital 
of $1,000 million, created from funds drawn exclusively from the 
economies of the Common Market countries or at least with 
guarantees from the respective Governments. No similar scheme is 
known to have been put forward so far in relation to the Free 
Trade Area; and such a proposal would certainly do much to re- 
assure public opinion in Italy (and doubtless elsewhere too) 
against risks that appear anything but imaginary. But it would be 
too much to expect that a new scheme like that for the Free Trade 
Area—and one which deliberately excludes any implicit aim of 
economic, still less political, integration—should go into such 
details, which, moreover, would remove it far from its original 
conception, which is confined to the promotion of trade. 

A definitely antagonistic attitude towards the Free Trade Area 
such as seems to be developing at present in France makes it even 
more difficult for the present Italian Government, which is staking 
some important electoral interests on the card of the Common 
Market, to publicize the possibilities of a Free Trade Area, whose 
prospects are not yet very clear as far as the possible effects on 
Italy’s economy are concerned. 

This means that there is still much to be done in explaining to 
the circles in Italy best equipped to understand economic and 
political phenomena just how important is the association of Great 
Britain to the economic progress of Western Europe, which needs 
to be strengthened and accelerated with the aid of every available 
means. Euratom, the other form of economic integration which is 
intended to advance side by side with the Common Market, cer- 
tainly cannot fail to take into account the immense advances made 
by British technical knowledge in the field of the application of 
nuclear energy for peaceful ends. And, even confining ourselves to 
the sphere of conventional economic activities, the fact remains 
that Britain imports every year £1,400 million-worth of food, 
beverages, and tobacco from all sources, and {£300 million-worth 
of goods from the Common Market countries. The present orien- 
tations of international trade create new possibilities for the sale of 
industrial goods, both semi-finished and finished. The Italian 
negotiators, headed by the Foreign Minister Signor Pella and the 
Foreign Trade Minister Signor Carli, have given proof in O.E.E.C. 
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and elsewhere of their anxiety to persevere with the negotiations 
for the creation of the Free Trade Area and to try to reach com- 
promise solutions which may guarantee the co-existence and col- 
laboration of the latter with the already existing institutions and 
those that are still to come into being within the orbit of the 
Common Market. 


A. C. 


Can Cuba’s Dictatorship Survive? 


Cusa recently hit the headlines when the well-known Argentine 
racing driver Sefior Fangio was kidnapped before the start of an 
international car race by Cuban rebels anxious to draw attention 
to their cause. The serious unrest which this action was intended 
to highlight has been growing in intensity, and the situation in 
Cuba in some ways resembles that in Venezuela before the over- 
throw of the Pérez Jiménez regime. There are, moreover, indica- 
tions that the days of the Cuban dictatorship may also be num- 
bered. 

In 1952 General Fulgencio Batista, who had already held office 
as President from 1940-4, again put himself forward as candidate 
for the Presidency but a few months before the election was due, 
evidently rating his chances of success to be low, staged a coup 
d’état and had himself proclaimed President. There was wide- 
spread resentment throughout the country at this resort to force, 
since Cuba had previously achieved three successive presidential 
elections in the democratic tradition. An election in 1954 to con- 
firm Batista in office was boycotted by the opposition and merely 
served to heighten the resentment. Elections are again due this 
year, and Batista has announced that they will be held on 1 June. 
Although he himself is not eligible under the present Constitution 
to stand for a second term of office as President, the conviction that 
elections held on Batista’s terms would be a farce, and his candi- 
date automatically selected, has served to crystallize opposition to 
the regime. It will be recalled that in the case of Venezuela it was 
the farcical plebiscite held in December 1957 to approve the regime 
that finally touched off the revolution.! 


1 See ‘Venezuelans Choose Freedom’, in The World Today, February 1958. 
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Civil liberties under Batista’s regime were suspended from 
November 1956 until January of this year and they have very 
recently been suspended again. This has meant that no real oppo- 
sition to the regime by constitutional means has been possible. 
The principal figure of the opposition is Fidel Castro: as a student 
he led an attack on a barracks in Santiago de Cuba which fired the 
imagination of the youth of Cuba, to whom he became both a sym- 
bol and a legend. The attack took place on 26 July 1953, and 
Castro’s supporters have since been known as members of the 26 
July Movement. On 2 December 1956, after a period of exile in 
Mexico, he landed with a handful of followers on the south coast 
of the province of Oriente. Although his small force was deci- 
mated he managed to maintain a precarious foothold in the fastness 
of the Sierra Maestra which, by the nature of the terrain, is ideal 
for guerrilla tactics. Here he has defied every effort by the Govern- 
ment to dislodge him and has carefully avoided a large-scale en- 
gagement with the Government’s heavily armed and well-equipped 
forces, concentrating instead on hit-and-run tactics. His own for- 
ces, which he himself has said number an effective combat force 
of only 400 men, have been chronically short of arms. 

Since Castro is in no position to inflict a major military defeat 
on the Government, his policy has been so to disrupt the economy 
and life of the country by every available means that Batista will 
be forced to resign. With this object in view, in November 1957, 
under the slogan ‘Batista without a sugar crop or a sugar crop 
without Batista’, he gave orders that the policy of burning the 
sugar crop, the basis of Cuba’s prosperous economy, should be 
intensified (sporadic burning had already been going on). The 
Government claims that the campaign has had little effect on sugar 
production, but it was nevertheless found necessary to alter the 
normal harvest programme in an attempt to forestall the threat. 
Besides the burning of the sugar crop, the campaign of sabotage 
and arson has reached a point where bomb-throwing incidents and 
the burning of buildings, including a very large number of schools, 
have become daily occurrences which it has proved entirely beyond 
the Government’s powers to control. Disruption of industry and of 
communications is another rebel target, and it says much for the 
unpopularity of the Government that the public who are the chief 
sufferers from this campaign appear to support the rebels in ever- 
increasing numbers, particularly in their stronghold of Oriente 
province, which is in any case traditionally anti-Government. 
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The opposition in Cuba is even more deeply divided than was 
the case in Venezuela. The political parties have been aptly de- 
scribed by Castro as in a state of ‘chaotic confusion’. As in all 
Latin American countries, it is personalities, not parties, that 
count, and in Cuba the tendency to form splinter groups based on 
dissident members of the original parties may almost be said to 
have run riot. Before Batista seized power in 1952 the Auténtico 
party had provided the two previous Presidents in the persons of 
Grau San Martin and Dr Prio Socarras. These two had quarrelled 
and caused a deep split in the party when Dr Prio, during his term 
of office, brought charges of misappropriation of funds against 
Grau San Martin. Later Dr Prio’s regime, too, was accused of 
corruption. While Grau San Martin is still in Cuba and at one time 
was prepared to stand as presidential candidate in the election on 
1 June, Dr Prio is in the United States, where he appears to have 
the support of those Auténticos who are in exile. 

Between Dr Prio and Castro there is a deep rift. The former has 
made no attempt to support the leader of the 26 July Movement 
in his active opposition to the Government or to supply him with 
much-needed arms. When in May 1957 a force associated with 
Dr Prio’s Auténticos landed on the north coast of Oriente province 
(and was subsequently wiped out by Government forces) there 
was no attempt at co-operation with Castro, already operating in 
the province. Dr Prio has recently been indicted by a U.S. court 
for illegally mounting an armed expedition against the Govern- 
ment of Cuba, and at present faces the prospect of a term of im- 
prisonment in the United States. 

Last autumn an attempt was made to unite the opposition forces in 
a Council of Liberation, set up after a meeting of exiles in Miami, 
Florida. In January of this year Castro repudiated the Council 
in a bitter letter which pointed out that the 26 July Movement was 
carrying on the entire struggle inside Cuba and had received no 
aid from the other opposition forces. It is the realization of this 
fact inside Cuba which has earned Castro a hero’s place in the eyes 
of Cuba’s youth. Many of the daring acts of sabotage that have 
racked the country for over a year have been carried out by his 
youthful supporters, and in March 1957 the leader of the Fede- 
ration of University Students, José Antonio Echevarria, was killed 
when he led an attempt to assassinate Batista in his presidential 
palace. The University of Havana was closed in November 1956, 
and in March 1958 a strike developed (and still continues) through- 
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out the island’s higher-grade schools, precipitated by the discovery 
of the bullet-ridden bodies of two medical students who had been 
under Government suspicion for terrorist activities. Venezuela has 
provided the most recent example of the danger that a hostile 
youth in universities and schools may present to a Latin American 
government. 

A further parallel with Venezuela may be seen in the prosperous 
economy of both countries and in the difficulty of persuading the 
well-paid workers in the oil industry in the case of Venezuela, and 
in the sugar industry in the case of Cuba, to join a general strike. 
In Cuba the rebels are not as well placed as were those in Vene- 
zuela, for in the latter country the trade unions were bitterly op- 
posed to ex-President Pérez Jiménez and its leaders were among 
his regime’s chief victims. The Government in Cuba has earned 
the loyal support of Eusebio Mujal, the secretary-general of the 
Cuban Federation of Labour, by giving him its backing in a dis- 
pute with a rival trade-union leader. So far attempts to organize 
a general strike, in August 1957 and again in March 1958, have 
proved a failure, although Castro claims that the 26 July Movement 
now has cells in all the labour unions. The Communists, who are 
said to number about 20,000 out of a total population of nearly 
6 million, were once strong in the trade unions. They have de- 
nounced Castro as a ‘potential middle-class dictator’ and appear 
to fear him more than Batista. 

The Roman Catholic Church, which played a leading role in the 
overthrow of dictatorship in Argentina, Colombia, and Venezuela, 
has until very recently held aloof from politics in Cuba. Here again 
the Cuban rebels are not as advantageously placed as were those 
in Venezuela, since the Church there had suffered directly at the 
hands of Pérez Jiménez and was in consequence prepared to play 
an active part to secure his removal. In Cuba the Church has de- 
scended into the arena of politics with obvious reluctance and only 
because the situation in the strife-torn island had reached a pitch 
of weariness when authoritative intervention, which the Church 
was in a position to provide, was thought to be the only means of 
inducing both sides to come to some arrangement that would allow 
the country a respite. On 28 February 1958 the Archbishop of 
Havana issued an episcopal statement, which also bore the signa- 
tures of six bishops, calling for a ‘national union government’ to 
restore ‘normal political life’. The statement came as a severe shock 
to Batista, because it revealed an attitude of ‘a plague on both your 

Cc 
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houses’ and by so doing put both Government and rebels on an 
equal footing, whereas he preferred to maintain the fiction that the 
rebels were Communists and outside the pale. Batista at first tried 
unsuccessfully to prevent the broadcast and publication of the 
statement, but was later constrained to act upon it to the extent of 
appointing a new Government, accepting the good offices of a four- 
member Commission appointed by the Church, and offering to 
consider the demand by the rebels that the presidential elections 
should be supervised by observers from the Organization of Ameri- 
can States. 

Castro’s stated terms for a cease-fire have been that all Govern- 
ment forces should withdraw from Oriente province and that 
O.A.S. observers should supervise the elections which would be 
held after a lapse of time, possibly six months, to enable his own 
movement and ‘all other opposition parties’ to organize their elec- 
toral campaigns. He is convinced that in a free election his 26 July 
Movement would sweep the country. There have never appeared 
to be any grounds for thinking that Batista would accept such 
terms, and at the time of writing all negotiations between Castro 
and the regime have broken down. The Government appointed 
to negotiate has been replaced; the special commission set up at 
the instigation of the Church has been left in mid-air; all civil 
liberties have again been suspended (thus reducing to mockery the 
1 June election), and Batista is making yet another supreme effort 
to dislodge Castro from his stronghold by force of arms. Mean- 
while Castro has issued a twenty-two-point ultimatum and threat- 
ened to ‘fight to the finish’ should Batista not resign by 5 April. 

As was the case in Venezuela, it has been widely believed that 
the armed forces wholeheartedly supported the regime, but in 
Cuba, too, cracks have begun to appear. Last September there was 
a revolt at Cienfuegos in which maritime police officers and sailors 
from the base took part. Other straws in the wind have been the 
issue of manifestoes, as in Venezuela, by numbers of professional 
bodies demanding the restoration of human rights. There have 
been reports that Batista has had trouble with the Courts which 
have recently been attempting to try military and police officials 
on charges of torturing and murdering prisoners and have been 
acquitting and releasing large numbers of political prisoners. Al- 
though a realist would probably not assess Castro’s chances as very 
high, in view of the preponderance of military force ranged against 
him and his lack of support from the workers, it would neverthe- 
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less be unwise to underrate the moral force that stems from indig- 
nation with present conditions of lack of freedom felt by intellec- 
tuals and the middle classes generally. The French Revolution, 
which had such great influence in Latin America, instilled a love 
of liberty in peoples already imbued with the Spanish tradition of 
freedom. Argentina, Colombia, and Venezuela have already shown 
that if conditions are favourable the winds of freedom can blow 
with such force as to overturn seemingly immovable regimes. 
Conditions in Cuba may not be as propitious and the process may 
take longer, but, provided Castro remains alive as a focus of oppo- 
sition, it seems likely that Cubans may look forward to an end of 
a regime which, following its illegal inception, has been marked by 
brutal police methods of torture and murder and by a lack of every 
form of liberty (to the point at which people have been shot merely 
on suspicion), coupled with the disorder and corruption which 
have become synonymous with the regime. 

It must however be conceded that, as in Venezuela, the regime 
has been markedly prosperous despite a certain amount of unem- 
ployment. Cuba’s economy is closely linked to that of the United 
States, a country which, like business circles in Cuba, has given 
the Batista regime its warm support. It is no doubt feared that 
under an opposition regime a number of measures inimical to 
private enterprise would be introduced. The U.S. Ambassador, 
until he was replaced in the summer of 1957, was openly favour- 
able to the regime, and the U.S. has consistently sent Batista arms, 
a policy which has aroused constant complaints and bitter feelings 
among the opposition forces who point out that the arms are re- 
quired solely for use against them. Moreover, the U.S. Govern- 
ment has been strict in enforcing the seizure of shiploads of illicit 
arms intended for use against Batista. In the circumstances, it is 
perhaps not surprising that the New York Times should have re- 
ported in July 1957 that anti-American feeling in Cuba had never 
been stronger. U.S. support for Pérez Jiménez did not endear that 
country to Venezuela’s revolutionaries. Perhaps with this in mind 
the U.S. will remember an old proverb which points out that it is 
unwise to put all one’s eggs in one basket. 

D. K. M. K. 








West German Prosperity Surveyed 


WESTERN Germany has been catching up rapidly on the wealthiest 
among European countries. By 1955, on the basis of per capita gross 
national product, she had drawn roughly level with France, had 
overtaken the Netherlands, and was closing up on the group with the 
highest income, which includes Great Britain and Belgium. This 
emerges from data given ina recent O.E.E.C. publication by Milton 
Gilbert and others, which compares in real terms, rather than at the 
official exchange rates, the national products of the United States 
and eight countries in Western Europe. According to these esti- 
mates, Germany’s national output per head of the population in 
1950 was only about 65 per cent of that of Great Britain, but by 1955 
the proportion had grown to 86 per cent.! Since then the gap must 
have narrowed further because the pace of growth in Germany,? 
though it has slackened, has continued at a relatively high rate. 
The year-to-year expansion of Germany’s gross national product 
since 1950 is shown in Table I below. Post-war recovery in Ger- 
many began only some three years later, and from a lower level, than 


TABLE I 

Gross National Product Employment Cost-of- 

At current prices At 1954 prices (millions) Living 

per cent per cent Index 
Index increase Index increase Total InIn- (1950 

(1950 over pre- (1950 over pre- dustry = 100) 

=100) vious year =100) vious year 

1950 100 — 100 — 13°8 4°8 100 
1951 123 23°0 112 11°8 14°6 ie 108 
1952 138 12°2 119 6°8 15°0 ae 110 
1953 148 ° a 129 7°83 15°6 5°8 108 
1954 158 Ye: 138 Y 16°3 6°1 108 
1955 181 14°! 154 11°8 se ae 6°6 110 
1956 198 9°6 163 5°8 18-0 7°0 113 
1957 213 ge 170 4°6 18-6 7a 115 


Source: Statistisches Bundesamt, Wirtschaft und Statistik, February 1958 and 
earlier issues. 


in other European countries. Touched off by the currency reform of 
June 1948, economic revival was spurred on by the Korea boom and 
afterwards through the opportunities offered by expanding world 


1M. Gilbert and others, Comparative National Products and Price Levels, a 
Study of Western Europe and the United States (Paris, O.E.E.C., 1958), based 
on Table 4, p. 28. This publication brings up to date and expands a similar 
study by M. Gilbert and I. Kravis, published in 1954. It includes detailed com- 
parisons of the United States, United Kingdom, Norway, Belgium, Denmark, 
Western Germany, France, the Netherlands, and Italy. 

2 In this article ‘Germany’ is taken throughout to mean the Federal Republic. 
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markets for capital goods. Idle resources were available in plenty, 
including a large unemployed or under-employed labour reserve 
and the steady stream of refugees from the East who proved a valu- 
able addition to the labour force with their skills and the will to make 
good. The number of people in employment increased by about a 
third in seven years, and national output per man employed rose 
slightly more rapidly. Expansion was greatest in industry. At the 
time of the currency reform only 40 per cent of industrial capacity 
was used, but by 1956 manufacturing output stood about 80 per cent 
above the peak pre-war level. In terms of output per man the gain 
over pre-war was very much less, however, amounting to about 15 
per cent, as compared with a 35 per cent rise in Great Britain.! 

Table I also indicates the remarkable stability in prices during a 
period of rapid growth, though price fluctuations were in fact wider 
than might appear from annual averages. The initial six months 
after the currency reform were characterized by inflationary pres- 
sures, and the cost of living rose by 14 per cent. The period from 
January 1949 to mid-1950 was one of falling prices and lagging rate 
of growth. There followed the 1950-1 boom associated with the 
Korean war, and within eighteen months the cost of living had re- 
turned to the peak level of December 1948. The subsequent down- 
turn in prices lasted for two years and brought the cost-of-living 
index (1950=100) down from 112 at the end of 1952 to 107 in 
January 1954. Since then the price trend has been consistently up- 
ward but still at a comparatively moderate rate. By October 1957 
German consumer prices stood at 8 per cent above the 1953 level, a 
somewhat greater rise than in Switzerland, roughly equal to that in 
Belgium, but considerably smaller than in countries such as Great 
Britain (18 per cent), the Netherlands (23 per cent), or Italy (14 per 
cent).? 

The course of Germany’s resurgence as a major world trading 
country is shown in Table II. In 1950 the volume of her exports was 
still some 8 per cent below the pre-war level; in the subsequent 
seven years it increased more than three times. The volume of im- 
ports also rose rapidly though not quite at the same rate. Favourable 
terms of trade in the early 1950s can be seen to have played an im- 
portant part in producing the consistent export surplus of recent 
years. The fact remains, however, that imports in proportion to the 


1 See ‘Investment in Industry—Has Britain Lagged?’, by T. Barna, in The 
Banker, April 1957. 


2 Consumer price indices in O.E.E.C., General Statistics, January 1958. 
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TABLE II 
FOREIGN TRADE 
Gold 
Terms and Foreign 
Volume of Trade Value Exchange 
} gala og (1954= 100) (DM.ooo m.) Reserves 
Imp. Exp. Imp. Exp. Balance (end of year) 
(DM.coo m.) 
1950 59 47 80 I1*4 8-4 —3°0 —o'6 
1951 61 66 80 14°9 14°6 —o°!r r°s 
195273 73 92 16°2 16°9 +0°7 4°6 
1953 81 82 100 16°0 §=18°5 +2°5 8-2 
1954 100 100 100 19°3 22°00 +2°7 10°9 
1955 124 116 98 24°5 25°7 +1°2 12°8 
1956 139 136 99 27°9 = 30°9 +2°9 17°9 
1957. 156 154 101 3%°6 «= 35°0 +4°4 23°0 


£1=DM.11-75 U.S.$1=DM.4:-2 


Sources: Wirtschaft und Statistik, February 1958; Monthly Report of the 
Deutsche Bundesbank, January 1958. 


gross national product have remained surprisingly low: in 1956 this 
proportion amounted to only about 14 per cent as against 19 per 
cent in Great Britain, a country with roughly an equal population 
and similar in size. Today Germany is again the world’s third largest 
trading country after the United States and Great Britain. She has 
increased her share in world exports in manufactures from 10 per 
cent in 1951 to 17 per cent in 1957. Her balance-of-payments deficit 
was transformed into a surplus soon after the balance-of-payments 
crisis in 1951. It was basically thanks to the favourable balance of 
trade maintained since then that her gold and foreign exchange re- 
serves have risen to a level exceeded only by the United States. 


MAIN LINES OF POLICY 


Two main features stand out in German economic policy during 
the period of post-war recovery: first, the priority given to stable 
prices and sound money, and, second, faith in the incentive motive 
and a free market economy. A restrictive influence on liquidity ema- 
nated both from the Central Bank, through a strong bias towards 
tight credit policies, and from Herr Schaffer, who kept a close rein 
on the budget. For several years large budget surpluses were rea- 
lized. As a result the Central Bank deposits of public authorities, 
consisting mostly of Federal Government reserves, rose from 
DM.1°7 million at the end of 1952 to DM.6-7 million at the end 
of 1956. In this way considerable sums were being withdrawn from 
circulation. It must be added that since the second half of 1956 
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there has been a drastic change in this respect, as indicated below 
in connection with current policies. 

The first important landmark in monetary policy was the Korea 
boom when, in October 1950, the bank rate was raised from 4 to 6 
per cent and other restrictive measures were taken. The lowering 
of the bank rate in May 1952 by 1 per cent opened a period of 
somewhat easier credit policies and during the following two years 
the bank rate was further reduced by four stages to 3 per cent. The 
period of falling prices, however, had already ended by the begin- 
ning of 1954, and in 1955 an investment boom was in full swing, 
to be followed in 1956 by booming exports. This time the bank 
rate was successively raised to 54 per cent and was maintained at 
this level from May to September 1956. In the following 16 months 
it was lowered by three stages to 34 per cent, the rate which has 
applied since January 1958. The bank rate reductions were at least 
partly inspired by the adverse effect of high short-term rates, first 
on the notoriously weak German capital market, and secondly on 
the balance of payments by attracting more foreign short-term 
funds. This is borne out by the fact that in the earlier stages the 
lowering of the bank rate was accompanied by increased emphasis 
on other restrictive measures such as higher minimum reserve re- 
quirements and open market operations. Even at the beginning of 
1958 minimum reserve requirements were still considerably higher 
than during 1956, when the 54 per cent bank rate had been in 
effect. One reduction, that of 19 September 1957 (only four days 
after the Federal Elections and on the same day as the 2 per cent 
bank-rate rise in London), helped to put an end to the then still 
acute European payments crisis by finally convincing speculators 
that there would be no revaluation of the D-Mark. The last reduc- 
tion, in January 1958, was made under the shadow of a threatened 
recession in world trade, when domestic expansion was losing pace 
and money was allowed tc become genuinely easier. But this comes 
under the recent changes in conditions and policies, which are re- 
ferred to again later. 

The Federal Government’s choice of a free market policy did 
not fail to prove invigorating in the conditions of the times. Its 
tenets are expounded in a recent book by Professor Erhard, who 
has been Federal Minister of Economic Affairs since the establish- 
ment of the German Federal Republic. He would be the last to 


1 Ludwig Erhard, Prosperity Through Competition (London, Thames & Hud- 
son, 1958). 
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deny the limitations imposed by vested interests. He points out 
*, . . how little we have succeeded in disciplining vested interests 
within the State. We have not so far found a final solution, and it 
may be argued whether it will ever be possible to complete such a 
task.’! The recent struggles over the cartel law come to mind, and 
the continued high degree of protection of the farmers. His book, 
however, tends to obscure the fact that the State continues to play 
a considerable part in directing the country’s economy. In the 
words of Mr Wallich, ‘Large sectors of the economy are still kept, 
or were kept for a long time, under control. The Government has 
continued to play a preponderant role through its large budget, 
through the indirect control exercised over investment by means 
of the tax system, through ownership and operation of important 
industries, and through its somewhat paternalistic habits. A not 
inconsiderable volume of investment has been centrally planned.’? 


DISTRIBUTION OF INCOME AND LABOUR DEMANDS 


Inequality in the distribution of income was a basic feature of 
these years of rapid economic growth, accompanied by high profit 
margins and a high rate of investment. Gross income from pro- 
perty and capital (which, however, includes farmers’ income) has 
been estimated at DM.55-6 billion in 1956,° or 38 per cent of the 
national income. The remaining 62 per cent accrued to wage and 
salary earners (including pensioners), but about 77 per cent of these 
received only some 46 per cent of the total. At the other end of the 
scale, some 27 per cent of wages and salaries was received by 3 per 
cent of the earners.* 

The real sufferers were the lowest income groups, notably the 
pensioners. The restraint exercised by German trade unions in the 
matter of wage claims must nevertheless be regarded as remark- 
able. Comparisons of the purchasing power of wage earnings in 
Germany with those in Great Britain are not available. But it is 
relevant to note that German consumer prices do not compare as 
favourably with those in Great Britain as may perhaps be imagined. 
Estimates published in the recent study by M. Gilbert give the 
opportunity of a rough comparison for 1950. As can be seen from 
the following table, prices for food and clothing tended to be higher 


1 tbid., p. 106. 

2H. C. Wallich, Mainsprings of the German Revival (Yale University Press, 
1955), P- 150. 

3 Monthly Report of the Deutsche Bundesbank, January 1958. 

* Deutsches Institut fiir Wirtschaftsforschung. 
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in Germany, and fuel and electricity were considerably more costly. 
Housing, on the other hand, seemed to cost on the average some- 
what less in Germany than in Great Britain, and the same applied 
to household goods, motor vehicles, and tobacco. The explanation 


TaBLeE III 


RELATIVE MARKET PRICES OF CONSUMPTION GOODS IN 1950 
(United States= 100) 


U.K. W. Germany 
Food 74 82 
Alcoholic beverages 152 60 
Tobacco 291 244 
Clothing and housing textiles 108 122 
Housing 46 41 
Fuel, light, and water 105 257 
Household goods 126 123 
Household and personal services 53 65 
Transport equipment and services 176 150 
Communication services 72 121 
Recreation and Entertainment 76 62 


Note: The European prices have been converted into 
dollars using the purchasing power equivalent for con- 
sumption as a whole on U.S. quantity weights. 


Source: M. Gilbert, Comparative National Products and 
Price Levels, p. 62. 
lies partly in differences in Government policy. The higher Ger- 
man food prices, for instance, are probably connected with the 
different methods of agricultural protection. 

Until recently labour demands were not a real issue in Germany. 
The prolonged existence of unemployment was not the only reason 
for this. Initially, workers seemed ready to put their country’s re- 
construction first, and the trade unions chose to concentrate on 
gaining co-determination (Mitbestimmungsrecht), i.e. participation 
in the firm’s management. The fact was that rapid expansion of the 
real national income enabled wage-earners to raise their standards 
very considerably without having to insist on a ‘larger slice of the 
cake’. Between 1949 and 1955 money wages in industry (excluding 
mining and electricity) increased, as in Britain, by about 50 per 
cent, but in real terms the increase was considerably greater in 
Germany, amounting to over 45 per cent.! Over the same period 
productivity in manufacturing industry rose more or less in step 
with wages, which, again, provided a notable contrast to British 
post-war experience. 

Since then the trade union attitude has become distinctly more 


1 Wirtschaftswissenschaftliches Institut der Gewerkschaften GmbH, Mit- 
teilungen, September 1957, p. 216. 
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militant and Professor Erhard’s ‘social market economy’ has been 
faced with a new challenge. Organized labour has been pressing for 
a shorter working week and has been closely watching the more 
pronounced upward trend in domestic prices. Demands have be- 
gun to be intensified for a larger share in the national wealth which, 
as already shown, has ceased to grow quite as fast as before. Since 
about mid-1956 increases in wages have accelerated and the re- 
duction of the working week from 48 to 45 hours has been widely 
accepted. In the year from August 1956 to July 1957 hours worked 
in industry per week fell from 48-4 to 46-2, which was actually 
slightly less than the hours worked in Great Britain. At the 
same time, the annual increase in productivity, as measured by out- 
put per man-hour, fell to only 4 per cent in 1956 as against an 8.7 
per cent increase in hourly wages. In 1957 the relation between 
wages and productivity became much more favourable again, 
thanks to an unexpected recovery in the increase in output per 
man-hour which, incidentally, seems to have more than offset the 
effect of shorter working hours.! Concern over wages in relation 
to output is nevertheless likely to remain a central issue. 

On the labour market localized shortages began to appear as 
early as 1954, but total average unemployment in that year still 
amounted to 1-2 million, or 7 per cent of the labour force, with 
the usual wide seasonal fluctuations. In 1956 average annual unem- 
ployment was reduced to 760,000, or 4 per cent; in the height of 
the season (September) the figure was 411,000, or 2-2 per cent, 
and a year later, in September 1957, it had fallen to about 367,000, 
or 1°5 per cent. There are, indeed, some elements in the pre- 
sent situation which are expected to contribute to the further 
tightening of the labour market, such as the build-up of the Bun- 
deswehr and the decline in the number of young people of school- 
leaving age.” On the other hand, hidden reserves of labour may be 
assumed still to exist. Also, the influx of refugees has so far con- 
tinued to produce a rate of net immigration comparable with 
earlier years: in 1956 it amounted to 339,000, or only about 10,000 
fewer than in 1953, and for the first nine months of 1957 the total 


1 In the first three quarters of 1957 output per man-hour was about 7:2 per 
cent higher than in the corresponding period of 1956; hourly wages were 9 per 
cent higher and the hours worked per man lower by about 6 per cent (Monthly 
Report of the Deutsche Bundesbank, November 1957). 

2 See ‘Economic Implications of German Rearmament’, in The World Today, 
March 1955. 
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was nearly 317,000. Recently the outlook has become increasing- 
ly uncertain because pressure of demand for labour has tended 
to slacken. The number of unemployed men remained higher in 
every month after May 1957 than in the corresponding period in 
the previous year. This has generally been more than compensated 
by a greater demand for women workers, but in December total 
unemployment rose to 1-2 million, a figure somewhat higher than 
that of December 1956. In spite of this trade union demands have 
become more rather than less insistent in recent months. 


INVESTMENT AND THE CAPITAL MARKET 


German post-war reconstruction and the great expansion of in- 
dustrial capacity demanded a high level of investment. As a pro- 
portion of the gross national product, gross investment in the eight 
years up to 1957 armounted on the average to about 23 per cent, an 
investment ratio considerably higher than in Great Britain. The 
share of some sectors, however, such as agriculture, transport, and 
power, was conspicuously low. A recent study by Dr Tibor Barna? 
shows that between 1948 and 1956 net value of assets in industry 
in Germany rose by 110 per cent as against a 50 per cent increase 
in Great Britain; by 1956 both countries had roughly doubled the 
value of their pre-war assets and Germany’s relative pre-war posi- 
tion was restored. 

The ploughing back of profits and public capital expenditure 
played an important part in the high German investment per- 
formance of recent years. In the five-year period 1952-6 self- 
financing of private enterprises predominated, accounting for 
about 38 per cent of the total, and the Government participated 
with 32 per cent, contributing nearly two-thirds of capital expendi- 
ture to private enterprises, notably house building. As to savings, 
which throughout exceeded the total sums invested, the State 
accounted for 41 per cent of the total, companies or corporations 
for 37 per cent (undistributed profits), and private households for 
only 22 per cent. These figures illustrate the past heavy reliance 
of the economy on generous profit margins on the one hand and 
on ‘forced saving’ through the taxation system on the other. The 

‘ 

= a nl Bank, Wirtschaftsbericht, April 1957. More than three-quarters of 
personal savings in 1956 was still deposited at banks or went to building or loan 
societies; much of the remainder went to insurance companies, and only about 


8 per cent was invested in securities. (Monthly Report of the Deutsche Bundes- 
bank, November 1957.) 
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capital market was stagnant for a long time and has been recovering 
only very slowly. Internally, this tended to impair flexibility and to 
increase concentration of capital ownership. Externally, the weak- 
ness of the capital market and high interest rates militated against 
a correction of Germany’s payments surplus. 


THE EXPORT SURPLUS 


By the end of 1957 Germany’s exchange reserves had grown to 
DM.23,000 million; about three-quarters was in gold and dollars, 
but the total also included E.P.U. credits of over DM.4,000 mil- 
lion, and the special deposits in London and Paris earmarked for 
debt redemption (DM.1,000 million). 

The European payments crisis of the summer and autumn of 
1957 highlighted the problem of Germany’s consistent surpluses. 
The wave of speculation, which was the immediate cause of the 
crisis, has passed, but the underlying problems are hardly resolved. 
That Germany should possess an adequate cushion of exchange 
reserves is to everyone’s interest, and it should be remembered 
that seven years ago she possessed practically none (see above, 
Table II). But that she should be accumulating them at the rate 
of the past few years is not of advantage even to herself. It means 
in the last resort that part of her productive capacity is engaged in 
bringing the country nothing but a hoard of money that may be 
used against any future import surplus but in the meantime gives 
small return. 

The main driving force behind Germany’s balance of payments 
surplus has been the excess of exports over imports. A vital factor 
was her success in containing inflation more successfully than many 
of her trading partners. Conservative monetary policy and budget 
surpluses played their part in keeping down internal demand. This 
in turn prevented pressure of imports and encouraged manufac- 
turers to seek markets abroad.' The low consumption level (59 per 
cent of the gross national product in 1957) contributed to relatively 
low import requirements, while the availability of a labour reserve 
coupled with wage restraint helped to give German industry a com- 
petitive advantage. The distribution of investment as between in- 
dustries favoured exports, since expansion incapacity was greatest 
in the capital goods industries which alone account for over half 
of Germany’s total exports of manufactured goods. Agricultural 


1 It is illuminating that there are only about half as many motor cars in Ger- 
many per head of the population as in Great Britain, though recently their 
number has grown rapidly. 
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protection, in its turn, played an important part in keeping down 
the level of the country’s imports. 

In 1956 when the exports surplus began to expand vigorously 
the payment problem became even more acute. Measures taken 
by the German Government to deal with this situation were some- 
what slow in coming and were mostly of a stop-gap nature which 
could do little to remove the structural unbalance. Moreover, 
during this critical time the Central Bank was intent on guarding 
against inflation and set out to neutralize the inflow of foreign ex- 
change earnings (which are automatically converted into German 
currency). This was not calculated to reduce the payment surplus; 
indeed the consequent rise in German interest rates contributed 
to the attraction of more foreign funds. Expansion in volume of 
money was thus resisted and the possibility of a revaluation of the 
D-Mark was, for the time being at least, set aside. T'wo courses of 
action remained open: the removal of still-existing barriers to im- 
ports, and capital transfers to deficit countries which would balance 
the surplus on current account. Under the first, trade liberalization 
is being further extended, and a 25 per cent tariff reduction on a 
wide range of manufactured goods was introduced in August 1957. 
But the measures taken do not go as far as Professor Erhard would 
himself have wished. They affect a relatively small proportion of 
Germany’s total imports since the entry of raw materials is in any 
case virtually free and agricultural products remain protected. 

Under the heading of capital transfers fall measures such as the 
speeding-up of debt redemption, advance payment for the pur- 
chase of armaments, the extension of credit facilities made available 
in E.P.U., and loans amounting to $175 million to the International 
Bank for Reconstruction and Development. A recent new develop- 
ment has been the participation of private German banks in short- 
term lending to foreign countries. But the real question is whether 
Germany might come to undertake larger-scale long-term invest- 
ments abroad, through private initiative, or perhaps through Gov- 
ernment credits. A keen controversy has recently developed inside 
Germany as to whether she could in fact afford to become a 
genuine capital exporter. The Government, it has been argued, 
could not undertake more than the commitments under the Euro- 
pean Common Market Treaty for contributions to the European 
Investment Bank and the Fund for overseas dependent territories.” 


1 See H. H. Liesner, The Import Dependence of Britain and Western Germany: 
A Comparative Study (Princeton University, 1957). 

? Dr Otmar Emminger, in I.M.F., International Financial News Survey, 17 
January 1958. 
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Private direct investment abroad has so far been small, amounting 
during the six years 1952~7 to about DM.1,500 million. Most of 
it went to Europe, North America, Argentina, and Brazil, and only 
10 per cent to Africa and Asia. Restrictions on capital exports have 
now been practically eliminated, but in effect they had in any case 
been irrelevant. As long as profits and long-term interest rates to 
be earned in Germany remain higher than in most other countries, 
the German investor is unlikely to venture abroad. The weak Ger- 
man capital market and the absence of any alternative institutional 
facilities present a further difficulty. 

Since October 1957 gold and foreign exchange reserves of the 
Central Bank have declined, mainly as a result of temporary fac- 
tors: special capital transfers made by the German Government, 
and the gradual withdrawal of over DM.2,000 million-worth of 
speculative funds which had entered Germany during the July- 
September crisis. There have recently also been signs of more 
fundamental changes, in the shape of a more expansionary policy 
inside Germany and more determined efforts in Britain and France 
to stop internal inflation. A continued, though reduced, German 
export surplus may nevertheless be expected to require special 
corrective measures, at least for some time, given the absence of 
adjustments in European exchange rates. 


THE GOVERNMENT PROGRAMME AND CURRENT PROBLEMS 


Professor Erhard has emerged enhanced in prestige from the 
third Adenauer victory in the September 1957 Federal Election, 
in which one of the most important issues was the country’s ma- 
terial achievements. Through the replacement of Herr Schiffer by 
Herr Etzel as Federal Minister of Finance, he has gained a col- 
league who seems more in sympathy with his ideas. The Govern- 
ment’s economic programme as outlined in Chancellor Dr Aden- 
auer’s inaugural speech indicated some shift away from social re- 
form, which had figured prominently during the last eighteen 
months preceding the elections, towards renewed efforts in the 
encouragement of private initiative and the curtailment of State 
intervention. Price stability, it was promised, was to remain at all 
times the overriding consideration. An all-important pledge, this, 
in German eyes, because of extreme sensitivity born of the past 
experience of two hurtful inflations. 

Specific targets were tax reform, the revival of the capital mar- 
ket, and a special bid for the man-in-the-street to acquire a stake 
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in capital ownership. With this last-named end in view, State 
enterprises are to be transferred to private ownership, and as a first 
experiment a controversial bill is now under consideration which 
provides for turning the Volkswagen works into a joint-stock com- 
pany. The income and corporation tax reforms, also at present 
before the legislature, are intended both to simplify the excessively 
intricate taxation system and to meet some of the criticism that 
taxation policy has hitherto been harmful rather than helpful to 
the capital market. They also represent a reduction of the tax bur- 
den which, if accepted despite opposition from the Lander, would 
cost the Federal Treasury an estimated £35 million. This is a 
relatively small sum out of a total proposed budget for 1958-9 of 
DM.39,200 million (£3,266 million) but it must be seen in the 
context of a changed budgetary position. In the second half of 1956 
the Federal Government’s large surpluses were transformed into 
a small deficit. In the course of 1957, Federal cash reserves were 
roughly halved, declining by December to DM.3,200 million. In 
the present year they are expected to be used up to finance the 
anticipated deficit in current revenue and expenditure. 

Budget policy is thus no longer deflationary but has instead 
begun to exercise an expansionary influence. At the same time, the 
Central Bank has somewhat loosened its restrictive hold and a 
faster expansion has become apparent in the volume of money 
which, by international standards, is decidedly low in relation to 
the national income. 

These changes have taken place against the background of new 
trends in internal and external economic conditions. Internally, 
investment activity has for some time ceased to have the expan- 
sionary force of earlier years, while personal savings have recently 
gone up and consumption has failed to rise in proportion with the 
recent wage and pension increases. At the same time, the fall in 
world commodity prices has brought down import costs and the 
first signs of a slackening in the export boom have appeared, re- 
flecting the changed world economic climate. 

Rather incongruously, at first sight, these developments have 
been taking place against the background of rising domestic prices. 
Increases in coal and in iron and steel prices, which had been held 
in abeyance prior to the Federal Election, began to embarrass the 
Government almost as soon as election day was over, and they were 
followed by others. The Government’s own policy decisions to 

1 Financial Times, 14 February 1958. 
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curtail the system of food subsidies and to cut the deficit on the 
Bundesbahn brought about more price increases. Rising living 
costs, in turn, hardened the trade union attitude. A new series of 
wage negotiations began in the autumn of 1957. It is proving long 
and protracted and has involved strikes and hard bargaining. The 
trade unions argue that gains in productivity through rationaliza- 
tion and automation make possible wage rises which need not be 
inflationary. Professor Erhard, on the other hand, would like these 
gains to be passed on in lower prices to the consumer while at the 
same time he also seems to hold that this is not the time to reduce 
the profit incentive. To employers, he has addressed an appeal not 
to resort to restrictive practices as a means of safeguarding profit 
margins in face of falling demand.! 

Recent indications for the future have been inconclusive. Al- 
though some branches of industry have clearly run into difficulties, 
domestic demand for capital goods seems to be reviving. Govern- 
ment spokesmen have argued that the easing of the export boom 
does not yet call for special stimulating measures. One thing is 
clear: expansion of the home market and of output for home con- 
sumption represents Germany’s best insurance for the future. That 
this should be achieved is of equal interest to European and to 
world trade. 


M. G. 


ADDENDUM 


In the article we published last month on ‘Jews in the People’s De- 
mocracies’ (The World Today, March 1958, pp. 119-34) it was in- 
dicated there are considerable variations in estimates of the number of 
Jews living in those countries. The author of the article now adds a few 
words in amplification of this point. 

In the case of Poland, he states, modifications occurring in 1957 
through the repatriation from Russia of some 70,000 to 100,000 Polish 
Jews might have brought the numbers up to 120,000-150,000. But a 
further modification arises from the fact that during 1957 some 30,330 
persons emigrated from Poland to Israel.* But, the author adds, what 
makes it difficult to arrive at precise estimates of the Jewish population 
in any of these countries is the fact that official statistics do not take into 
account converted or atheist Jews, but merely Jews who declare them- 
selves as such. Thus, according to the World Jewish Congress, the real 
number of Jews in Rumania should be not 144,236, as was stated in 
the latest official statistics (of February 1956), but 250,000. 


1 Article by Professor Erhard in Die Zeit, 20 February 1958. 
2 Trybuna Ludu, 26 January 1958. 
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The latest edition of this Memorandum records unsuccessful 
attempts during the second half of 1957 and the first month of 
1958 to break the deadlock in Cyprus and to reach inter- 
national agreement on the future of the island. It also records 
the arrival of a new Governor and the hopes pinned to his 
policy. CYPRUS: Background to Enosis also briefly describes the 
nature of the Greek claim and the origin of the Enosis movement 
and traces, in outline, the history of the island from 1914 to the 
present day, indicating the increasing international significance 
of the Greek Cypriot struggle for Enosis. 
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